REAL ESTATE * February 24, 2022

The Benetits of ﬁ
Private Markets >

Latif Kigouk

Director of Institutional
Solutions

Petiole Asset Management

Private markets have grown significantly in importance over the past
two decades, and this trend is set to continue in the coming years as
more and more professional investors discover the attractions of the
asset class. In this article, we explain the appeal of private markets and
why you should consider an allocation to the sector through one of

Petiole’s investment solutions.

Once considered a niche sector, alternative assets — an area of unlisted assets that includes private equity, private
debt, private real estate, hedge funds, infrastructure, and natural resources — is set to surpass US$17 trillion in assets
under management (AUM) within the next four years, according to the London-based investment data company

Preqin. Private equity and private debt, says Preqin, will drive this growth.!

The resilience of private markets during the COVID-19 pandemic has underlined the growing maturity of the asset
class. Private-market AUM increased to a record high of US$7.4 trillion by the end of 2020, an increase of 5.1% over
the year, despite the devastating impact of the coronavirus on global economies and heightened risk aversion among
investors for much of this period.? By contrast, private-market investors retrenched and missed out on much of the

recovery in valuations that took place following the global financial crisis of 2008.
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Key Drivers of Growth

L Higher Returns

The main factors driving investor flows into private markets include historically low yields in fixed income and high
stock-market valuations. Historical records clearly illustrate the decline in bond yields. That has prompted investors
to explore the illiquidity premium offered by private markets: estimated at around 2.5% for private debt and over

4% for private equity, sufficient to generate compelling returns when compared with listed assets.

The higher rewards generated by private markets have been consistently demonstrated over much of the past two

decades. Since 2001, the returns achieved by investing in a diversified private-markets portfolio have been double
those of a public markets portfolio.

Cumulative Returns, Private vs Public Markets Portfolio, 2001 to 2020 (USD)
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II. Lower Volatility

At the same time, private equity and debt compare well to investments in emerging-market debt, high-yield bonds,
and public equity markets in terms of volatility. When stock markets crashed and lower-rated debt yields soared in
March 2020, following the COVID-19 outbreak, valuations in private markets remained steady, reflecting the

relative illiquidity of these investments.
I1I. Diversification and Growth Potential

Private markets provide exposure to riskier start-ups with rapid growth potential, as well as mature private
companies delivering steady growth, not available through public markets. Companies were staying private for
longer even prior to the pandemic, and this trend is likely to develop further in the current uncertain economic
environment. Moreover, the pandemic has opened up new opportunities for private market investors in areas such
as real estate and infrastructure (given the growing pressures on public finances) and in technology (to drive the

growth of companies seeking to capture the opportunities in e-commerce and elsewhere).

Key Sectors

At Petiole Asset Management, we focus on three main areas in private markets: equity, debt and real estate.
L Private Equity Booms

Global private equity activity more than doubled in 2021 to US$2.1 trillion from the previous year. Moreover, private
equity buyouts accounted for a record 27% of all global M&A activity.? The rebound underlines one of private
equity’s strengths, namely, its ability to thrive in times of economic dislocation and to pick up distressed assets at

attractive prices.
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Private equity has certainly demonstrated an ability to generate consistently superior returns over economic cycles.
Since 2001, private equity’s returns have outperformed those of public equity by 4% annually. Over the last 20 years,
an amount invested in private equity would have grown by three times as much as the same figure invested in public

equity.

In addition, while many investors view private equity as being riskier than listed assets, the opposite is true, as is

illustrated below.

Private Equity Risk-Return, 2001 to 2020
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II. Private Debt’s Appeal to Income-Hungry Investors

In an era of low yields, private debt generates an attractive, alternative source of income. Unsurprisingly, the sector
is expanding rapidly — the AUM of funds primarily involved in direct lending has surged tenfold over the past decade,
to US$412 billion at the end of 2020, according to S&P Global.*

9% Five-Year Yields in Debt Markets (July 2021)
8%
7%
6%
5%
4%
3%
2%
u
o — .
-1%
-2%
U.S. Government German U.S. Investment Europe U.S. High Yield Private Debt: Private Debt:
Bonds Government Grade Bonds  Investment Grade First-lien Second-lien
Bonds Bonds

Source: Pitchbook Benchmarks Q3 2020, Bloomberg

Petiole Asset Management | Private Markets Made Accessible 4



The growth of the sector has turned into a virtuous circle, adds S&P. It explains that institutional investors have been
attracted by the prospect of higher yields relative to other fixed-income assets, higher allocations, quicker execution,
and expectations for consistent risk-adjusted returns. This increased demand, in turn, has attracted borrowers and

private-equity sponsors looking for an alternative to syndicated loans to fund small- to mid-market deals.
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Moreover, while private debt has consistently delivered returns close to those of corporate debt, the Sharpe ratio of

private debt has outperformed that of investment-grade and corporate bonds consistently over time.

While private markets are generally considered to be long-term investments, private debt suits investors with a

shorter-term horizon; the average holding period for private debt instruments is three to five years.
II1. Private Real Estate: Proven Track Record

Private real estate offers better protection against inflation, higher income, and lower volatility than public real-
estate markets. Private real estate consistently generated superior returns to public real estate from 2010 to 2018.
Over the past 10 years, private real estate has declined on just three occasions, with an average fall of 0.98%. By
contrast, listed real estate has fallen 11 times, with an average drop of 6.75%. Furthermore, private real estate offers
significant diversification to a portfolio, offering negative or low correlation to stock and bond markets — in sharp

contrast to its listed counterpart.
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Private real estate generated superior returns through the pandemic, with an average annual income of 7.5% in the

year to July 2020, compared with just 5% from the REITS index.

Average Income Returns, July 2021
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Why Choose Petiole for Private Markets?

Petiole has navigated several economic cycles over nearly two decades of investing, and has successfully managed a
dynamic allocation in private markets. Petiole’s private market investment solutions are aimed at large-scale
institutional clients, independent managers, and qualified investors. Following an analysis of their requirements, and
after identifying the best strategy to meet their goals, Petiole provides access to three different solutions:

Capital Yield: a portfolio of private investments generating a steady income

Capital Growth: a portfolio of private assets designed to deliver long-term capital appreciation

Thematic: exploits dislocations and unique themes that the team has identified, such as opportunities among

discounted and undervalued US banks

Petiole emphasizes diversification across multiple asset classes, sponsors, strategies, and geographies. To find out how
Petiole can help you access private markets, please get in touch with our team.

Key Takeaways

e  Private markets offer better returns, allied to lower volatility, than their listed counterparts.
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Private markets bring diversification to a portfolio, offering access to a wide range of investments not available

in public markets.

Petiole understands the challenges investors face in private markets and can provide customized solutions

based on expertise and sponsor network established over nearly two decades.
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Disclaimer

This presentation was issued by Petiole Asset Management AG (“PAM”) on February 24, 2022 and is provided to you for informational purposes
only and contains proprietary information that may not be reproduced, distributed to, or used by, any third parties without PAM’s prior written

consent.

This presentation is not intended for citizens or residents of the United States of America or “US Persons” as that term is defined in “Regulation
S” of the US Securities Act of 1933. If any, no investment products presented here are permitted for sale under the Securities Act of 1933 or any
other regulation applicable in the United States. Accordingly, no investment product may be offered or sold directly or indirectly in the United

States of America to residents and citizens of the United States of America or to “US Persons”.

All information, figures, calculations, graphs and other numerical representations appearing in this presentation have not been audited and may
be subject to change over time. Furthermore, certain valuations (including valuations of investments) appearing in this presentation are subject
to change as they may be based on either estimates or historical figures that do not reflect the latest valuation. Although all information and
opinions expressed in this presentation were obtained from sources believed to be reliable and in good faith, no representation or warranty,
express or implied, is made as to their accuracy or completeness. The information contained herein is not a substitute for a thorough due
diligence investigation. Past performance is not indicative of and does not guarantee future performance. The performance data do not take
account of the commissions and costs incurred on the issue and redemption of units. Exit timelines, prices and related projections are estimates
only, and exits could happen sooner or later than expected, or at a higher or lower valuation than expected, and are conditional, among other
things, on certain assumptions and future performance relating to the financial and operational health of each business and macroeconomic

conditions.

PAM makes no representation or warranty, express or implied, with respect to any statistics or historical or current financial data, whether
created by PAM through its own research or quoted from other sources. With respect to any such statistics or data delivered or made available
by or on behalf of PAM, it is acknowledged that (a) the investor takes full responsibility for making its own evaluation of the materiality of the

information and the integrity of the quoted source and (b) the investor has no claim against PAM.

To the extent this presentation contains any forecasts, projections, goals, plans and other forward-looking statements, such forward-looking
statements are inherently subject to various parameters, most of which are difficult to predict and many of which are beyond PAM’s control
and may cause actual performance, financial results and other projections in the future to differ materially from any projections of future
performance, results or achievements expressed or implied by such forward-looking statements.

Investors should not place undue reliance on these forward-looking statements. PAM undertakes no obligation to update any forward-looking

statements to conform to actual results or changes in PAM’s expectations, unless required by applicable law.

PAM makes no representation or warranty, express or implied, with respect to any financial projection or forecast. With respect to any such
projection or forecast delivered or made available by or on behalf of PAM, it is acknowledged that (a) there are uncertainties inherent in
attempting to make such projections and forecasts, (b) the investor is familiar with such uncertainties,

(c) the investor takes full responsibility for making its own evaluation of the adequacy and accuracy of all such projections and forecasts so

furnished to it and (d) the investor has no claim against PAM.

This presentation represents a summary of certain information, the full terms of which are contained in a Private Placement Memorandum that
should be reviewed for a more complete understanding of the investments and their risks. In addition, this presentation does not constitute and
should not be construed as investment advice, tax or legal advice, an offer to sell, or a solicitation to buy, any instrument or other financial
product, nor does it amount to a commitment by PAM to make such an offer at present or an indication of PAM’s willingness to make sure an

offer in the future.

Petiole Asset Management AG is a company limited by shares with registered address at Bahnhofstrasse 64, 8001 Zurich, Switzerland and is

authorized as investment manager by the Swiss Financial Market Supervisory Authority FINMA.

All rights reserved. Copyright © 2022 Petiole Asset Management AG
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